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This report is one of a series of publications focusing on 
foreign market opportunities for U.S. suppliers. The series 
is made available by the Department of Commerce in co- 
operation with the U.S. Foreign Service-Department of State. 
Most reports are based on research conducted by overseas 
contractors under U.S. Foreign Service supervision or by eco- 
nomic and commercial officers of the Foreign Service or 
Department of Commerce. 


Some of the data in this series is reproduced in its original 
unevaluated form and the distribution of this document does 
not necessarily imply the concurrence of the Department of 
Commerce in the opinions or conclusions contained therein. 


As part of this marketing information program, the Depart- 
ment of Commerce makes available to the U.S. business 
community, on a continuing basis, six types of publications 
and reports. 


1. Global Market Surveys: \n-depth reports covering 20-30 
of the best foreign markets for a single U.S. industry or a 
group of related industries. 


Country Market Sectoral Surveys: |In-depth reports cover- 
ing the most promising U.S. export opportunities in a sin- 
gle foreign country. About 15 leading industrial sectors 
are usually included. 


Overseas Business Reports: Reports that include current 
and detailed marketing information on all of our leading 
trading partners. Most are revised annually. 


Foreign Economic Trend Reports: Annual or semiannual 
reports prepared by the U.S. Foreign Service that cover, 
individually, almost every country in the world. 


Market Research Summaries: Brief market summaries in 
support of overseas trade promotion events organized by 
the Department of Commerce. 


Overseas Export Promotion Calendar: A quarterly sched- 
ule of planned Commerce Department overseas trade pro- 
motional events over the next fifteen-month period. 


To supplement and update the marketing information avail- 
able in this series, and for specific ordering information, we 
suggest that you telephone the nearest Department of Com- 
merce District Office or the Country Marketing Manager re- 
sponsible for the area or areas in which you are interested. 


A directory of these key people and offices is printed on the 
back cover. 





Israel - Key Economic Indicators 


All values in Israeli Pounds (IL) 
million, unless otherwise stated 


Income, Production, Employment 


GNP, current prices 
GNP, 1977 prices 
Per capita GNP, 
current prices (IL) (a) 
Plant & Equipment Investment 
National Income/capita, 
current prices 
Industrial production 
index (1968=100) (a) 
Productivity Growth per worker 
Industrial wage index 
(1968=100) (b) 
Civilian labor force 
(thousands ) (b) 
Average unemployment rate 


Money and Prices 

Money supply (b) 

Interest rate (big banks) 

Wholesale Price Index 
(1968=100) (a) 

Consumer Price Index 
(1976=100) (a) 


Balance of Payments ($ million) 


1976 


96,080 
133,155 


27 195 
9,679 


20,743 


184.7 
0 


553.7 
1,17 
3.6 
13,486 
31 
440.6 


100.0 


Gold & Foreign Exchange Reserves 


(IMF definition) (b) 

Foreign debt (b) 

Average Exchange Rate 
against US dollar 


Balance of Payments,Goods & Svs. 


Balance of Trade (FOB-CIF) 

Merchandise Exports FOB 
Exports to US 

Merchandise Imports CIF 
Imports from US 


1373 
9,281 


7.95 
-3316 
-1762 

2,307 
437 
4 ,069 
888 


1977 


133,821 
133,821 


37 5050 
12,160 


28 560 
196.6 
0 


759.0 
1,235 
3.9 


18,717 
35 


610.5 
134.6 


ISP. 
10,715 


10.50 
-2560 
-1766 
2,962 

579 

4 728 

956 


Estimated 
1978 


181, 300 
139,174 


4g 119 
15,125 


39,970 


N/A 
265 


1062.6 


1,247 
45 


N/A 
N/A 


N/A 


175. 


N/A 
11,200 


N/A 
2845 
-1655 
3,505 
N/A 
5,160 
N/A 


% Change 
1976-77 


39.3 
0.5 


36.2 
25.6 


37.7 


6.4 
0 


37.1 


15.5 


+32.1 
-22.8 


-0.2 
28.4 
32.5 
16. 
7. 


Main imports from the United States in 1977 ($ million) (E): agricultural 
products - 308; machinery and electrical equipment - 180; transport equip- 
ment - 138; rough diamonds - 70; chemicals - 50; metal products - 40; paper, 
cartons and books - 32; optical and measuring instruments - 31; textile and 


clothing - 25. 





Footnotes: 
Annual Average 
End of Period 
Estimate 
Not Available 


ECONOMIC TRENDS 


Summary and Overview 


Israel's economy has experienced considerable austerity 
and retrenchment since the 1973 war and the food-fuel price 
explosion of 1973-74. The Labor government then in power, 
faced with a balance of payments crisis, instituted policies 
to slow down the economy and shift resources into the export 
sector. The GNP growth rate, which averaged about 10% annual- 
ly in the pre-1973 period, fell to 2% in 1975 and less than 
1% in 1976 and 1977. These restrictive policies and a re- 
vival in the world economy were factors in reducing Israel's 
$4 billion balance of payments deficit on goods and services 
in 1975 to $2.56 billion in 1977. 


When the Likud coalition government assumed office in 
mid-1977, economic policy-making was entrusted primarily to 
the leaders of Finance Minister Ehrlich's Liberal Party. The 
Liberal Party economic philosophy favors greater reliance on 
market forces, reduced government involvement in the economy 
and reliance on the private sector as the main engine of 
future economic growth. On October 28, 1977, the GOI an- 
nounced abolition of most foreign currency controls and the 
floating of the Israeli pound. At the same time, indirect 
taxes were raised, subsidies on basic consumer goods and 
services were cut sharply and government-controlled prices of 
fuel and electricity were allowed to rise. The GOI hopes that 
the changes introduced in October will encourage foreign in- 
vestment and exports with beneficial effects onthe balance of 
payments, growth rate, and level of employment. While the 
long-term results of these steps will not be known for some 
time, it is clear that initial fears of capital flight from 
Israel have proven unfounded. 


The government and private sector have agreed with the 
Histadrut Labor Federation on a 1978 wage guideline which will 
permit increases of 15% plus allowances. The government has 
pledged to hold down the prices of subsidized and price- 
controlled goods and services. The projected wage and subsidy 





costs will be much larger than provided for in the budget, 
and the deficit will be much larger than planned unless 
other ways can be found to raise revenueSor reduce expenses. 


There are indications that Israel's economic growth 
may be starting up again. Signs of an upturn appeared in 
the fourth quarter of 1977, and leading indicators show a 
strengthening of the upturn in early 1978. Building starts 
are up, as is business confidence and spending on consumer 
durables. Official estimates now call for a real growth 
rate of 4% in 1978, accelerating to at least 8% in following 
years. 


US merchandise exports to Israel in 1977 were valued 
at $956 million, 20.2% of the Israeli market. The US market 
share appears to be declining (only 15% in the first quarter 
of 1978) even though the value of imports is rising above 
previous years' levels as economic growth picks up again. 
This fall in market share appears to be due mainly to a tem- 
porary increase in demand for raw diamonds by Israeli impor- 
ters as the Israeli diamond industry built up its stocks of 
raw diamonds from non-US sources. Non-diamond imports should 
also increase in 1978 and best prospects for US exporters are 
in the following categories: electronics industry production 
and test equipment; electronic components; computers and per- 
ipheral equipment; engines and mechanical power equipment; 
metalworking machinery; and health care equipment. Over the 
long term, US firms will have to emphasize quality of product 
and servicing agreements and target their sales to the rapidly 
growing export sector. 


National Accounts 


Israel experienced a low level of economic activity in 
1977 for the third consecutive year. The latest official 
estimates are that the real GNP growth rate in 1977 was only 
0.5%, following 0.9% in 1976. These low growth rates are a 
result of government policies designed to correct the funda- 
mental economic problem facing Israel since 1973--its balance 
of payments deficit. The slowdown has succeeded in cutting the 
balance of payments deficit by restraining the level of imports. 
At the same time, the government has been trying to shift re- 
sources into the export sector to raise foreign exchange earn- 
ings. On a national accounts basis, total imports of goods 





and services fell 2.1% in 1977 in real terms, following a 
similar decline in 1976. Exports of goods and services 
on the same basis grew by almost 13%, as they had in 1976. 


As a result of government policies, real disposable 
income grew only slightly in 1977. Private consumption 
grew 1.7% in real terms, as compared to 4.1% in 1976, while 
real per capita private consumption showed no change from 
the previous year. The 1977 savings rate of 23% was the 
same as in 1976, after a sharp decline from 1975. Private 
consumption is expected to rise somewhat in 1978 and recent 
wage hikes may allow real increases above the officially 
projected 3%. Real gross domestic investment fell 10.6% in 
1977, after a 14.4% slide in 1976. Much of the drop was 
due to the continuing slump in the housing market and ex- 
cess capacity in many industrial plants. Outlays for pub- 
lic housing were down sharply with a 28% cut in 1976 and a 
45% drop in 1977. Many businessmen have delayed planned 
purchases of capital equipment until there are clear signs 
of an economic upturn. The lag in investment spending in 
recent years has contributed to the improvement in the 
balance of payments through reduction in capital goods pur- 
chasing from abroad. There is, of course, a danger to the 
economy in that the effects may be felt in future years 
when an aging capital stock will restrict economic growth. 


Government spending has also contracted significantly, 
falling 9.5% in real terms in 1977--mostly in the defense 
sector. Direct defense imports and domestic defense spend- 
ing fell sharply. On the other hand, government spending on 
personnel continued to rise as, contrary to policies of suc- 
cessive Israeli governments, the number of government em- 
ployees has steadily increased. The lack of restraint in 
public hiring has been one of the major reasons for the lack 
of overt unemployment over the long economic slowdown. The 
growth of the bureaucracy has also run counter to policies 
designed to shift labor into the export sector. 


Balance of Payments: Results and Prospects 


The balance of payments was the brightest spot in 
the Israeli economy in 1976 and 1977. The deficit on goods 
and services amounted to only $2.560 billion in 1977, com- 
pared to $4 billion in 1975. Before 1973, Israel typically 
financed goods and services deficits in the $1 billion-$1.5 





billion range by capital transfers from abroad. Arms ex- 
penditures following the 1973 war and the 1974-75 inter- 
national fuel-food price explosion led to a sharp de- 
terioration of the balance of payments accounts and a 
drain on foreign exchange reserves. As mentioned pre- 
viously, the Israeli Government put sharp brakes on eco- 
nomic growth in order to reduce the demand for imports 

and took other steps to promote exports. The results have 
been impressive. 


Israeli export prospects have been buttressed by 
the Israel-EC Association Agreement which allows many 
Israeli industrial goods to enter the EC duty free; free 
entry on 2,700 items to the US market under the Generalized 
System of Preferencess and lower air cargo rates on agri- 
cultural goods to Europe. 


After a slowdown following the 1973 hostilities, the 
Israeli tourism industry has shown steady growth. By 1977, 
the number of visitors reached 1 million persons, and in- 
come from tourism was one of the main contributions to the 
gain in the non-military section of the balance of payments. 


Reserves and the Foreign Debt 


Total foreign debt rose to $10.7 billion in 1977 from 
$9.3 billion in 1976. All of the additional debt was in the 
medium and long-term range, with most of it in very long- 
term debt to the US Government and Israel Bond holders. The 
short-term debt level remained at a little over $800 million. 
The total debt is large for a country of Israel's size, and 
the per capita debt is probably the highest in the world. How- 
ever, most of the debt--over $8 billion--is long term and much 
of it is owed to the US Government or Israel Bond holders on 
easy terms. . Israel's credit rating remains strong and it has 
few problems in borrowing in international financial markets. 


Exchange Rate Policy 


The unification of the exchange rate in October caused 
an immediate depreciation of the pound from an official rate 
of about $1=IL 10.40 to about $1-IL 15.30. The pound floated 
in the foreign exchange market; and after a temporary slight 





appreciation of the pound, the representative rate (no 
"official" rate is quoted) has drifted upward to 

$1=IL 16.80 by mid-May. Further depreciation of the pound 
in coming months is anticipated due to the high Israeli in- 
flation rate and the continuing balance of payments deficit. 


Financing the Current Account 


While the Israeli Government was pursuing its poli- 
cies to improve the balance of payments, the US Government 
provided large amounts of financial assistance to Israel. 
Loans and grants under the Foreign Military Sales Program 
have been at least $1 billion annually in recent years and 
have financed most of Israel's direct defense imports. In 
addition, economic aid averaging about $800 million annually 
in the past three US fiscal years has helped tide Israel's 
economy over while the balance of payments problem was dealt 
with. The remainder of the deficit was covered by Israel Bond 
sales of over $300 million annually, German reparations of a 
Similar amount, personal and institutional remittances of be- 
tween $700 million and $800 million annually, with commercial 
bank borrowing making up most of the rest. The Israeli Govern- 
ment hopes to reduce its dependence on US economic aid over 
the next few years and to be able to finance its civilian 
balance of payments on its own by the early 1980s. Foreign in- 
vestment flows remain low, $52 million net in 1976 and an es- 
timated $87 million in 1977. A new law to encourage foreign 
investment is expected to be enacted shortly by the Knesset. 


Public Finance 


The 1978 budget (April 1-March 30) calls for expendi- 
tures of IL 179.6 billion, compared to the final budget total 
of IL 142 billion in 1977. Major elements are defense outlays 
of IL 51 billion and debt repayment of IL 60 billion. The 1978 
figure probably will be increased due to unanticipated expendi- 
tures. The budget deficit is projected at IL 6 billion, al- 
though many observers predict that the deficit will be much 
higher, at perhaps IL 10 billion to IL 12 billion, unless pro- 
jected spending is cut or new sources of revenues are tapped. 





Monetary Policy 


The Bank of Israel finances the government budget by 
lending directly to the Finance Ministry. All else being 
equal, Central Bank financing of the rather large govern- 
ment deficit implies an expansive monetary policy. However, 
there are offsetting factors that may hold expansion of mone- 
tary aggregates down. For example, foreign currency market 
operations have been responsible in large part for the little 
real growth in the money supply since October 1977 despite 
continuing government budget deficits. 


Prices and Incomes 


Inflation remained high in 1977, with a January to Decem- 
ber rise in the price index of 42.5% and an average year-to- 
year change in the index of 34.6%. For the past several years, 
Israeli inflation has been cost-push; continued depreciation 
of the Israeli pound and steady rises in the prices of food, 
fuel, and government services have sent the cost-of-living 
index spiraling. The GOI target for 1978 is to hold the CPI 
rise to less than 30% and to bring inflation down to a more 
"normal" 15 to 20% rate by 1979. Many observers consider 
these estimates to be optimistic. 


Average real wages rose 9% in 1977 due to gains negotia- 
ted in the pre-election period. The latest wage negotiations 
should result in some real income growth in 1978, but sub- 
stantial increases in disposable incomes are unlikely to occur 
until the economy returns to its high growth path. By year-end, 


inflation had eroded most of the 1977 wage gains. 
Employment and Productivity 


The average unemployment rate rose slightly in 1977 to 
3.9% from 3.6% in 1976. There has been little overt unem- 
ployment throughout the period of economic stagnation. This is 
due partly to civil service growth and institutional constraints, 
since Israeli law and practice makes it very difficult for work- 
ers to be discharged. In addition, Israel has historically been 
a labor-short economy and employers are reluctant to lay off 
workers whom they will be hard put to replace when production 
picks up again. While the National Budget predicts that the un- 
employment rate will rise to 4.5% in 1978, it is unlikely that 
the rate will climb that far. 





Productivity has not shown any gains in 1976 and 1977. 
Much of Israel's wealth of human capital has been less than 
fully utilized in recent years as excess workers are kept on 
the job for reasons noted above. If economic growth picks 
up in 1978, there should be a gain in productivity. 


Implications for the United States 


Israeli imports from the United States in 1977 were 
valued at $956 million; the largest single category was 
agricultural commodities, estimated at $300 million. The 
market for US agricultural products, mostly grains, feed- 
grains and soybean, has been very stable over the years and 
should remain at present levels over the near term. The re- 
sumption of economic growth and the emphasis on export pro- 
motion offer expanded opportunities for selling to the Israeli 
market. Israel is likely to face labor shortages in many of 
its export industries, and capital goods that are labor- 
saving are attractive to Israeli businessmen. Low-level tech- 
nology and consumer goods offer fewer prospects since competi- 
tion from European manufacturers is stiff. The Israeli im- 
porter is interested in quality, high productivity, and good 
service, including spare parts availability. The market for 
Israeli manufacturers is not only the small Israeli market 
but also the European and American markets, so machinery 
capable of high-volume production is wanted. Israel's ex- 
porters, as noted above, benefit from the Israel-EC agreement 
and the GSP which have eliminated duties on most of its indus- 
trial production targeted for Europe and the US. Best pros- 
pects for US sales are: electronics industry production and 
test equipment; electronic components; computers and peripheral 
equipment; engines and mechanical power; metalworking equip- 
ment; and health care equipment. 


Israel has had to borrow heavily abroad to finance its 
current account deficit. Many US financial institutions have 
lent to the Israeli Government and major Israeli financial in- 
stitutions, mainly short to medium-term credits. Now that 
Israel's balance of payments difficulties have eased, greater 
emphasis will be on lengthening the term structure of its 
borrowing rather than simply rolling over its loans. US 
bankers are likely to find a greater demand for loans in the 
medium to long-term range than has been the case in the past. 





As noted above, Israel's tourism industry is growing 
rapidly. Over 1 million tourists visited Israel in 1977 
and this may rise by 20% in 1978. US tour operators and 


hotel and tourist facility suppliers can benefit from this 
expanded market. 


The GOI welcomes foreign private investment and is re- 
vising its law for encouraging foreign investment to facili- 
tate such investment. The NEP abolished most foreign ex- 
change controls and profits may be remitted without hindrance. 
It is likely that there will continue to be a preference that 
new investment be either in export industries or in geographi- 
cal areas of Israel which the government hopes to develop. 


Available by subsc iption rom the Su rintenden ment P Ww hi 4 nnual subscri on, $37.50. For n n $9.40 
perintendent of Docu s, GPO ashington D.C. 20402. A ip i e ma 9g 
oe : : : ’ ' ’ \. . | t ig ili 
additional. Si gle copies, 50 ce its, available from Publica ions Sales Bra Ich, Room 1617 U.S Department of hal merce, Was i oa 0 0 
, v. ’ ' ton, .C. 20230. 
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Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 
ment of Commerce. 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 
extension. 


Area Extension 
Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 
Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic countries 
Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
East Asia and Pacific 
Japan 

Southeast Asia 


Latin America 


Brazil, Argentina, Paraguay and Uruguay 

Mexico, Central America, and Panama 

Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 

Tran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 





